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General Cinema Corporation is the leader in two 
growth industries. The Beverage Division is the 
largest independent bottler of soft drinks in the 
United States. The Theatre Division is the largest 
exhibitor of motion pictures in the world. 


Financial Highlights (Dollar amounts in thousands except Per Share Data,) 


Percent 


Years ended October 31, 

1976 

1975 

Change 

Revenues 

$365,315 

$358,447 

1.9% 

Operating Income 

Percent to Revenue 

$ 37,921 

10 . 4 % 

$ 35,769 

70.0% 

6.0 

Net Income 

Percent to Revenue 

$ 17,055 

4 . 7 % 

$ 14,869 

4.1% 

14.7 

Total Assets 

$201,611 

$203,487 

(0.9) 

Shareholders’ Equity 

$ 99,489 

$ 85,574 

16.3 

Number of Shares Outstanding (Weighted average 
number of shares and common share equivalents.) 

Per Share Data: 

5,603,415 

5,558,355 

0.8 

Net Income 

$ 3.04 

$ 2.68 

13.4% 

Dividends 

$ .575 

$ .465 

23.7 

Book Value 

$ 18.02 

$ 15.51 

16.2 

Number of Employees: 

9,739 

9,674 

0.7 

Number of Shareholders: 

3,448 

3,437 

0.3 


Common Stock Prices 


Ear nings / Dividends 
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President’s Letter 


Dear Shareholder: 

In a year of modest growth and curtailed inflation in 
the national economy, General Cinema posted its 
15th year of record earnings in the past 16 years. 

Net income advanced 147% to SI 7 million, or $3.04 
per share, even though revenues were up only 

I. 9% from the prior year to $365 million. 

Historically, beverage revenues have generally 
exceeded those of the Theatre Division and did so 
again last year. However, 1976 marked the first time 
that Beverage Division operating profits were greater 
than those derived from theatre operations. For 
the third straight year beverage operating income 
improved dramatically, this year up 30.1 % on a 
5.9% revenue gain. This performance offset the first 
decline in theatre operating income since General 
Cinema became a public company 16 years ago. 
Theatre Division operating income was down 27.2% 
on a 6.5% decline in revenues. Consequently, the 
Beverage Division contributed about 59% of corpo¬ 
rate income, as compared to about 35% from the 
Theatre Division, with the remainder coming from 
other activities, principally Coral TV, 

General Cinema continues to be an industry leader 
in two leisure oriented consumer areas. The Theatre 
Division is the world’s largest motion picture exhi¬ 
bitor in terms of both revenues and number of 
theatres. The Beverage Division is the largest Pepsi¬ 
Cola and Dr Pepper franchisee in the country and in 
1976 became the largest independent soft drink 
bottler in the nation. 

In last year’s annual report we stated that the 
Beverage Division expected a 5-6% case-sales 
gain in 1976. This forecast proved conservative as 
physical volume advanced 10.5% during the fiscal 
year. These results primarily reflected above-aver¬ 
age sales increases in Dr Pepper, diet products and 
secondary brands, plus a substantial growth in the 
amount of all products sold in large-size packages. 
Lower selling prices, reflecting reductions in sugar 
costs, and the implementation of new marketing 
programs, further enhanced volume performance. 
The impressive increase in operating margins to 

II. 9% from 9.7% in 1975 was attributable not only 
to a reduction in sugar costs, but also to the record 
volume gain, increased operating efficiencies and 
a more profitable product mix. 

At General Cinema we are not conditioned to a down 
year for our Theatre Division—it has never happened 


before. In the past, our theatre business has dem¬ 
onstrated its ability to resist recession pressures and 
to adjust prices when needed to offset inflationary 
cost increases. 

In contrast to 1974 and 1975, when our theatres 
benefited from a number of major popular films, 1976 
clearly demonstrated the Division’s sensitivity 
to product quality and quantity. While movie-going 
is a well established and popular habit, that habit 
must be nurtured by a steady supply of films with 
broad audience appeal. The usually strong 
Christmas and summer bookings were, with few 
exceptions, extremely weak, and the balance of the 
year was notable for its lack of good product. All of 
this was reflected by a decline in attendance, 
revenues and divisional profits. Operating margins 
declined as lower revenues could not offset higher 
operating costs for our existing theatres and the 
additional costs associated with new units opened 
during the year. 

To a great extent, General Cinema anticipated this 
dearth of popular films. Consequently, as we dis¬ 
cussed in last year’s report, we formed a joint ven¬ 
ture, Associated General Films (AGF), in partner¬ 
ship with Associated Television Corporation, Ltd., 
(U.K.), to finance the production of important pic¬ 
tures designed to have broad audience appeal. 

AGF’s program to finance six to ten independently 
produced films annually is well under way. The first 
of these films, "Voyage of the Damned/' starring 
Faye Dunaway, Oskar Werner, MaxvonSydow and 
many others, was released in New York and Los 
Angeles at Christmas. "Voyage of the Damned," and 
three other films, "The Domino Principle," starring 
Gene Hackman, Candice Bergen and Richard 
Widmark, "The Cassandra Crossing," with Sophia 
Loren and Burt Lancaster and "The Eagle Has 
Landed," featuring Donald Sutherland, Michael 
Caine and Robert Duvall, are scheduled for wide¬ 
spread release over the next several months. 

As of January 1,1977, we were participating in the 
financing of eight films for release this year, with 
combined production budgets of about $45 million. 
However, in order to limit its financial exposure, AGF 
has generally elected to presell the U.S. TV exhibi¬ 
tion rights to the networks, in some instances before 
a picture goes into production. In addition, most of 
the foreign distribution rights to pictures are typically 
being presold on terms which give AGF a guaranteed 
minimum film rental, while retaining some potential 
revenue participation. Although this conservative 
approach somewhat curtails AGF's ability to maxi- 





‘‘For fiscal 1977 we are very optimistic because we have 
excellent prospects in both of our principal divisions. 

On the beverage side we expect continuing volume 
growth, stable pricing and operating efficiencies. In the 

From remarks by Richard A. Smith, President, before New 
York Security Analysts, September 15, 1976, 


Theatre Division there will be a large number of new 
theatres opened, and the film supply will be significantly 
better next year. We confidently expect a new record 
in revenues and profits in 1977.” 
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mize the return on a breakout picture, it substantially 
reduces the downside risk so that usually only 
30-40% of a film’s production cost will have to be 
recovered in the United States theatrical market 
in order to break even. 

For General Cinema, AGF's approach to the produc¬ 
tion/financing of films is desirable as it should 
avoid much of the historic volatility usually associ¬ 
ated with film company earnings and will supply a 
significant number of potentially popular, important 
films to a product-hungry exhibition industry. 

The addition of AGF’s films and a few others, which 
we are financing outside of AGF, to the much- 
improved product lineup which we anticipate from 
the major film producers in 1977 and beyond makes 
the outlook for General Cinema and the movie 
exhibition industry as a whole, very promising. 

In prior reports we have kept you informed of the 
continuing progress of Coral Television, which oper¬ 
ates Channel 6 ( an independent TV station in 
Miami, Prior to the second quarter, Coral Television 
(98.8% - owned by General Cinema), was accounted 
for as an investment held for sale. As a result of our 
decision not to sell the station, its operating results 
have been consolidated since February 1,1976. 
Consolidated nine-month operating earnings, before 
interest and other corporate charges, were $1.7 
million on revenues of $5.4 million. The station con¬ 
tinues to perform well with continuing growth 
expected. 

Our stated objective over the past several years to 
improve our balance sheet has been largely accom¬ 
plished. The percent of debt in our total capitaliza¬ 
tion has been reduced to 39.5% at fiscal year-end 
1976, as compared to 46.4% on October 31,1975. 

In November of 1975, we funded most of our long¬ 
term debt with the consummation of a $30 million 
private placement of fifteen-year senior notes, the 
proceeds of which were used to reduce bank 
borrowings. As a result, most of our interest costs 
have been fixed and the Company’s debt amortiza¬ 
tion has been spread out over 15 years. This more 
conservative debt structure, plus our operating cash 
flow, enabled us to completely pay down our bank 
revolving credit for part of the year. 

Our continuing growth in earnings encouraged the 
Board of Directors to establish a dividend policy, 
which is outlined on page 14 of this report. Although 
we are a growth company, we believe our share¬ 
holders should benefit directly and increasingly from 
that growth. Dividends paid to date have increased 
for ten consecutive years, a cumulative increase of 
over 350%. This fall, the Board increased the 
regular quarterly cash dividend from 13Va 0 to 17tf, 
an increase of 26% following the prior year’s 
increase of 23%. 


In April, our shareholders elected three new outside 
directors to the Company's Board. Management 
was particularly pleased to acquire the talents and 
business experience of Dr. Robert A. Charpie, 
president of Cabot Corporation, Nelson J. Darling, 

Jr., a director and trustee of various industrial and 
financial companies and Daniel E. Hogan, chairman 
of Standex International Corporation. 

OUTLOOK 

The current year should be a good one, with new 
records expected in both revenues and earnings. 

Theatre Division revenues, profits and operating 
margins should return to more normal levels starting 
with the Christmas season. Attendance should 
benefit from significantly Improved product avail¬ 
ability both from our traditional sources as well as 
from AGF. Our theatre expansion program is con¬ 
tinuing, and we expect to add 85-90 new screens 
this year. As we have pointed out in the past, these 
new units, as a group, make a contribution to earn¬ 
ings in their first year of operation. These factors 
lead us to believe that the Theatre Division will revert 
to its growth pattern, and operating earnings this 
year should approach the record levels attained 
in 1975. 

We expect Beverage Division case sales to increase 
again with Dr Pepper, diet drinks, secondary brands 
and larger packages continuing to demonstrate 
marked growth. Stable pricing, assuming relatively 
low sugar prices, combined with additional operating 
efficiencies, should benefit margins and operating 
profits. 

Lastly, Coral TV will be making its first full-year con¬ 
tribution to consolidated results. The present favor¬ 
able trend in operating results should continue 
its steady improvement. 

It’s a good feeling to know that your management 
team can rely upon the dedicated services of almost 
10,000 General Cinema employees, who year 
after year make such a valued contribution to our 
growth and success. I want to express Manage¬ 
ment’s and the Board's sincere appreciation for 
their fine job in an unusual year. They all join me in 
extending to you, our shareholders, our gratitude for 
your continued loyalty. We will strive to maintain 
the trust you have placed in us by continuing to 
advance the fortunes of General Cinema. 

Sincerely, 

Richard A. Smith, President 

January 15, 1977 
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Beverage Division 



Summary of Beverage Unite in Operation at October 31,1976 


State 

Bottling and/or 
Canning Facilities 

Distribution 

Centers 

California 

1 

_ 

Florida 

3 

4 

Georgia 

3 

2 

Indiana 

2 

2 

North Carolina 

3 

4 

Ohio 

5 

2 

Virginia 

2 

5 

West Virginia 

1 

-- 


20 

18 


The population of our beverage franchise areas is about 14,000,000. 
These areas are served by 20 production/distnbution facilities and 
19 additional distribution centers. The plants total approximately 
1,583,000 square feet and have a daily capacity of 396,000 cases (24 
eight-ounce units) for a single 8-hour shift, equal to an annual capac¬ 
ity of about 100,000,000 cases for one shift. 










































































Beverage Operations 


The General Cinema Beverage Division 1976 oper¬ 
ating results again reached record levels. Operating 
profit increased to $22.6 million or 30.1 % over 

1975, on revenues of $188.9 million. Strong volume 
increases, reduced ingredient costs and production 
efficiencies helped raise operating margins for 

the third straight year to 11.9%, compared to last 
year's record level of 9.7%. 

The Division’s case sales increased 10.5% during 
the fiscal year, although dollar revenues were up 
only 5,9% due to reduced selling prices. The gain in 
physical volume, which was substantially ahead 
of the estimated 7-8% increase for the soft drink 
industry, was drawn from all three of our major 
brands—Pepsi-Cola, Dr Pepper and 7UP. Several 
secondary brands, including Mountain Dew and our 
diet products, recorded year-to-year gains of more 
than 20%. The Division improved the market share 
for its products sold through food stores to an 
all-time high of 40.5%, based on the most recent 
A. C. Nielsen information. These results, when 
viewed together with the following industry trends, 
are encouraging for the future. 

First, per capita soft drink consumption has con¬ 
sistently increased in each of the last 50 years. In 

1976, soft drinks passed coffee as America's favorite 
beverage. This number one position has been 
achieved with significant annual increases in volume 
when compared to other major beverage categories 
and is based on strong consumer preference. Many 
industry analysts anticipate continued annual soft 
drink volume gains of 4-5% well into the 1980’s. In 
the recent past, General Cinema has consistently 
exceeded the soft drink industry in volume increases 
and expects to continue to do so. 

Second, major national brands have been growing 
faster than the industry as a whole. In, 1966, the 
top four national brands accounted for 63% of the 
soft drink market volume. Today, they account for 
70%, and we anticipate that by 1980 they will repre¬ 
sent 75% or more of industry volume. General 
Cinema’s longstanding, multiple-franchise, major- 
brand concept puts it in a good position to benefit 
from this trend. In 1976, over 90% of our volume 
was in three of the four leading national brands— 
Pepsi-Cola, Dr Pepper and 7UP. 

The third trend is the growth of diet soft drinks. They 
offer real potential to extend the appeal of soft drinks 
to adult consumers, particularly men, who are not 


presently significant contributors to industry volume. 
After the 1969 cyclamate ban, diet soft drinks 
declined to a 6% market share of food store volume. 
Diet drinks, however, have responded to successful 
product reformulations and strong promotion. 

This year, they represent over 19% of food store 
volume. We anticipate continued vigorous growth 
for diet soft drinks in the future, bringing new cus¬ 
tomers into the soft drink market and achieving at 
least a 25% food store market share by 1980. 

General Cinema is actively promoting its diet prod¬ 
ucts, including Diet Dr Pepper and Diet 7UP— 
the industry's two fastest growing diet soft drinks. 

A fourth factor is the industry’s continued activity in 
innovative packaging. The plastic bottle is expected 
to emerge as a major innovation, providing con¬ 
sumers with a lighter and more resilient container. 
Through packaging development, the industry will 
also continue to try to provide consumers with more 
value lor their soft drink purchase. General Cinema 
continues to be a leader in its markets in the intro¬ 
duction of new containers, particularly large-size 



We operate In a strong and healthy industry in which 
profit margins have dramatically improved in recent 
years. As the largest independent bottler of soft drinks 
in the United States, General Cinema’s Beverage Divi¬ 
sion enjoys a prominent position in its industry and has 
developed unique capabilities and skills which increase 
the likelihood of its outperforming industry trends 
in the years ahead. 

Herbert G Paige, Senior Vice President — Beverages 
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growth packages. In 1976, we implemented over 100 
new package introductions among which were a 
complete line of one-liter returnable bottles in the 
Atlanta area and the world s first Pepsi-Cola two- 
liter, returnable package in the Miami market. We 
now have 64 -oz. or two-liter bottles in all but one of 
our franchise areas. 

Finally, as leisure time becomes increasingly avail¬ 
able to American consumers, the bottlers' ability to 
provide an array of distribution and purchase options 
will become more important. Notably, we expect 
vending and fountain syrup outlets to account for an 
increasing share of the market. We have increased 
our vending activity to better serve the away-from- 
home customers. Also, our ability to supply Pepsi¬ 
Cola, Dr Pepper and 7UP in many franchise areas 
will further provide vending and fountain selections 
with greater consumer appeal. 

Over the last several years, we have developed a 
strong, centralized management team to support our 
field managers. This professional organization, 
which differentiates us from most other bottlers, 
enables GCC Beverages to manage and control its 
20 plants and 19 distribution centers efficiently as 
well as to identify and take advantage of changing 
market trends promptly. 

For the above reasons, we are confident that we will 
continue to outperform the industry through the 
continuing exploitation of operating efficiencies, 
superior marketing management and the expansion 
of our physical volume in existing franchises. We 
intend to support this internal growth with the 
acquisition of major-brand franchises to complement 
our existing product lines and to provide entry for 
GCC Beverages into new territories. We have the 
requisite management and capital resources avail¬ 
able and are willing to commit them. To this end, we 
purchased the Dr Pepper franchise in Roanoke 
and Staunton, Virginia, for cash and notes in early 
January 1977, This acquisition will add about $7,5 
million in incremental revenues annually to our 
existing Pepsi operations in Roanoke. 

Capital expenditures in 1976 were $13.9 million and 
were over budget. The overage resulted primarily 
from a step-up of our vending program and the pur¬ 
chase of more returnable containers to accom¬ 
modate the larger-than-anticipated volume growth. 
We expect capital expenditures to be about $11 
million in the current fiscal year. 

The FTC, in 1971, challenged the exclusivity of 
beverage franchise marketing areas. Two years ago, 


the administrative law judge hearing the case 
ruled in favor of the major franchisors. At present, 
the FTC is appealing this decision. Regardless of 
the eventual outcome, we believe that our beverage 
businesses, as a group, will not be adversely 
affected in a material way. 

Voters in Maine and Michigan passed container 
deposit bills this fall. This brings the total number 
of states that have passed such legislation to 
four and could be a harbinger of legislative action 
in other states. For some time our actions have 
anticipated the eventual passage of a federally legis¬ 
lated bottle bill. For example, all the vending 
machines we have purchased for the last five years 
are convertible, onsite, to returnable bottles. His¬ 
torically, GCC Beverages has been committed to 
returnable bottles. In 1976, more than 60% of our 
total packaged-goods sales were in returnable 
containers, compared with an industry average of 
about 35%. We do not believe that anti-litter legisla¬ 
tion will adversely affect our beverage earnings. 

In summary, we operate in a strong and healthy 
industry in which profit margins have dramatically 
improved in recent years. As the largest independent 
bottler of soft drinks in the United States, General 
Cinema’s Beverage Division enjoys a prominent 
position in its industry and has developed unique 
capabilities and skills which increase the likelihood 
of its outperforming industry trends in the years 
ahead. We look to the future with great confidence. 
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Theatre Division 



Summary of Theatres in Operation at October 31,1976 


State 

■ indoor 

0 Drive-In A 

& Proposed 

State 

■ Indc 

Arizona 

4 



Nebraska 


Arkansas 

2 



Nevada 

2 

California 

47 


13 

New Hampshire 

5 

Colorado 

16 



New Jersey 

38 

Connecticut 

11 



New Mexico 

4 

Florida 

55 


10 

New York 

27 

Georgia 

6 


11 

North Carolina 

11 

Illinois 

37 

1 

15 

Ohio 

46 

Indiana 

45 


26 

Oklahoma 

3 

Iowa 

6 

2 


Pennsylvania 

26 

Kansas 

4 



Rhode Island 

8 

Kentucky 

5 



South Carolina 

4 

Louisiana 

18 


3 

Tennessee 

6 

Maine 

5 



Texas 

60 

Maryland 

9 



Virginia 

10 

Massachusetts 

38 

3 


Washington 

11 

Michigan 

19 

3 


West Virginia 

2 

Minnesota 

30 



Wisconsin 

14 

Mississippi 



4 

Washington, D.C. 

2 

Missouri 

14 


4 


652 


0 Drive-In A 


Under Construction 
& Proposed 


9 

8 

6 

3 
9 

8 

4 
19 

2 

3 


11 


165 
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Theatre Operations 


General Cinema’s theatre performance in 1976 was 
disappointing. Revenues of $168.4 million were 
down 6.5% from the record $180 million reported 
last year. Operating profits of $13.4 million dropped 
27.2% from the all-time high of $18.4 million in 
1975. Overall attendance decreased by 9.7%, and 
comparative attendance was down 14.3%. These 
results were unusual, to say the least, as it was the 
first time in our history in which the Theatre Division 
experienced a downturn. As the President’s Letter 
pointed out, the exhibition industry is acutely sen¬ 
sitive to film quality and quantity,and 1976 proved, 
on both scores, to be one of the worst product 
years in a long time. 

Theatre Division operating margins were down to 
8.0% as a result of lower revenues being spread 
over a larger number of theatres. Film rental costs, 
which trend downward when box-office revenues 
decline, were below 50% but did not fall to the extent 
that they have historically under similar conditions. 
We attribute this to the shortage of films and the 
resulting ability of distributors to obtain strong 
rental terms. 

The average admission price was $2.20, about 
the level of the prior year, reflecting a more stable 
economy with significantly less inflationary pres¬ 
sure. We have taken a conservative approach to 
ticket pricing during the past four inflationary years. 
During this period, our average prices advanced 
only 20% as compared to a 34% increase in the 
Consumer Price Index. The marketplace has demon¬ 
strated a unique ability to absorb inflationary price 
increases at the box office without threatening 
attendance, as long as there has been a good num¬ 
ber of popular films. We believe it is reasonable 
to expect that future increases in operating expenses 
can be fully offset by selective price increases. 

General Cinema continues to be the largest movie 
exhibitor in the world in terms of both gross revenues 
and number of theatres. Our theatre business is sound 
and profitable and we are continuing to add units. 

The Theatre Division operated 663 theatres (319 
units) located in 37 states and the District of 
Columbia at October 31,1976. General Cinema 
pioneered the shopping-center theatre concept in 
the early 1950's in order to bring movies out to the 
suburbs where the people are. Today, over 90% of 
our units are located in or near regional shopping 
centers and are less than ten years old. Currently, 


our emphasis is on first-run, multiple-auditorium 
units, with from two to five screens in a single 
location. 

In spite of a slowdown in shopping center construc¬ 
tion, the theatre expansion program continued 
smoothly in 1976, with 51 new shopping center 
theatres added during the fiscal year. We opened 
19 new multiple-auditorium units consisting of eight 
twins, ten triples, and one quint. We also added 
an additional auditorium to 30 existing units and 
reacquired four theatres, net of dispositions. During 
the year we sold or sublet ten drive-ins, effectively 
completing the phase-out of that segment of our 
business. In the current year, we expect to open 
85-90 new theatres. New units, as a group, are 
typically profitable in their first year and can be 
expected to make a contribution to 1977 earnings. 
Capital expenditures for 1976 amounted to 
$10,632,000, principally for new theatres. We 
anticipate that the Division will spend about $9 
million in 1977, again primarily for new units. 



It is our belief that the theatre industry has seen the 
worst of a bad period and that the movie-going habit 
is once again being nurtured by good product. 

Meivin R. Wintman, Executive Vice President 
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An interesting note on theatre depreciation—the 
Division utilizes only a minimal amount of its annual 
depreciation for reinvestment, since properly 
maintained theatre equipment has a long life. Con¬ 
sequently, virtually all of the Division's annual 
depreciation is available for theatre expansion or 
other corporate needs. 

Refreshment sales in our indoor theatres were up 
despite the downturn in theatre attendance. As the 
result of actively promoting this segment of our 
business, refreshment revenues increased 3% over 
the prior year to $28.0 million. Per capita sales 
in our shopping center theatres continued their long¬ 
term upward trend, increasing from 40tf to 450 
in 1976. 

As we have done in the past two national presiden¬ 
tial elections, we conducted the nation's largest 



"straw poll 11 as a soft drink promotion. This year, 
more than 800,000 of our patrons indicated their 
candidate preference by requesting either a Ford 
or Carter straw when purchasing a soft drink at the 
refreshment stand. Daily tallies were computerized 
and reported on both a cumulative and daily basis. 

In the 1968 elections, our poll was within one-tenth 
of one percent of the actual vote and accurately 
predicted the winner. In 1972, the poll again 
accurately predicted the Nixon landslide. We are 
pleased to inform you that, despite the close finish, 
the 1976 General Cinema straw poll again accurately 
predicted Governor Carter as the winner and was 
within eight-tenths of one percent of the actual vote. 
Through the straw poll, General Cinema received 
broad media coverage during the campaign and ex¬ 
perienced stimulated soft drink sales in our theatres. 

It is our belief that the theatre industry has seen the 
worst of a bad period and that the movie-going 
habit is once again being nurtured by good product. 
The increase in attendance we witnessed in our 
theatres this past Christmas season gives credence 
to our belief. We anticipate that a sufficient number 
of quality films will be released from conventional 
sources and through AGF to help us make meaning¬ 
ful gains in 1977 and in the years ahead. Stronger 
film product, along with the new theatres we are 
adding, should enable the General Cinema Theatre 
Division to get back on its growth curve and to 
approach new record revenue and earning levels 
again this year. 


As we have done in the past two national presidential 
elections, we conducted the nation’s largest “straw 
poll” as a soft drink promotion. 
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Investments 


Long-time shareholders are aware of General 
Cinema's efforts to carefully examine potential new 
areas of growth outside our main businesses. Over 
the years we have made several unconsolidated 
investments in other enterprises, which we thought 
had the potential to develop into a third major 
operating division. Although not a division, our 
investment in Coral Television is clearly success¬ 
ful. The prospect of developing a third major division, 
however, from our present investments in broad¬ 
casting and furniture, when viewed against the size 
and growth of our two existing divisions, seems 
remote. 

The Alperts Furniture Warehouse Showrooms opera¬ 
tion improved measurably in 1976, responding to 
the gradual improvement in the economy. Volume 
increased by 69.6%, aided by the addition of a fourth 
store in Cleveland in November 1975. During the 
year, we continued our policy of charging General 
Cinema’s current income with a reserve against our 
investment in Alperts by an amount approximating 
its losses. In 1976, we reserved $300,000, down 
considerably from the $800,000 reserved in the prior 
year. Alperts’ loss for the year resulted primarily 
from the amortization of preopening expenses of the 
Cleveland store opened in November 1975. It was 
unnecessary to add to these reserves in the last two 
quarters, and we are optimistic that no more reserves 
will be required, because Alperts, subject to con¬ 
tinued economic recovery, should produce a profit 
in 1977, At year end we had a $2,180,000 net invest¬ 
ment in the company. 

Turning now to communications, a significant 
change in our investments has taken place. We 
have taken Coral TV off the market, and conse¬ 
quently its operations have been consolidated in 
our financial statements since February, 1976. 
Reflecting our previously announced intention to 
withdraw our capital from the radio-broadcasting 
area, we have sold our investment in three FM sta¬ 
tions, including the Houston station in 1975. During 
fiscal 1976, the Cleveland station was sold, and 
in January, 1977, the sale of the Atlanta station was 
completed. The aggregate sales proceeds amounted 
to approximately $8.5 million on a total investment 
of approximately $3.1 million. As these investments 
were sold by the Philadelphia and Chicago broad¬ 
casting companies, none of the gains were recorded 
by General Cinema, although the cash proceeds 
were primarily used to reduce debt owed to General 


Cinema. The proceeds from these sales will be 
sufficient over time to recover all of our capital in¬ 
vested in radio broadcasting. We have no intention 
of selling our remaining investments in two 
FM stations, WEFM (Chicago), and WIFI (Phila¬ 
delphia). Due to the continuing losses at WEFM, 
relating to the ongoing litigation regarding our 
proposed format change, the two stations together 
are projected to operate at a modest loss this year. 
We are hopeful that WEFM will eventually obtain 
approval to change its format to contemporary 
music, and that the two stations together will achieve 
future operating results more in line with corporate 
objectives. 
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Dividend Policy Financial Review 


It is the policy of General Cinema Corporation to 
share its growth in earnings with its shareholders in 
the form of increased cash dividends. General 
Cinema has increased its cash dividends in 10 out 
of the last 12 years. This policy has been, and will 
continue to be, monitored by the Board of Directors, 
who usually will consider changes in the dividend 
annually in the fall, when results for the fiscal year can 
be predicted with a reasonable degree of accuracy. 

Although it is recognized that General Cinema’s 
earnings may not increase every year, it will be the 
general policy of the Board to increase the Com¬ 
pany’s cash dividend in an orderly fashion as long 
as the prospects for the Company and the economy 
in general are favorable at the time such action 
is proposed. It is also the objective of the Board to 
increase the annualized payout ratio (the indicated 
annual dividend rate divided by the current year’s 
earnings) over the next few years to a 25-30% 
range. In light of the foregoing, each dividend 
increase should not be looked at by itself but as part 
of an overall dividend policy. 


Dividends Per Share 


■ Percentage 
Increase 


The consolidated operating results for General 
Cinema were very satisfactory. For the fiscal year 
ended October 31, 1976, net income of $17,055,000 
increased 14.7% over last year’s $14,869,000, 
although revenues of $365,315,000 were up only 
1,9% over 1975’s $358,447,000. Net income per 
share was $3,04, up 13.4% over last year’s $2.68 on 
a 0.8% larger number of shares and common 
share equivalents. The return on average equity was 
18.4%, about the same as the prioryear. Operating 
margins before corporate expenses, interest and 
taxes, improved to 10.4% as compared to 10.0% in 
the previous year. The effective income tax rate 
(both state and federal) was 45.7%, against 47.5% 
in 1975, due primarily to a higher level of investment 
tax credits. 

For some time, it has been our objective to improve 
General Cinema’s capital structure. As shown 
on the Ten-Year Summary, we have steadily im¬ 
proved the long-term debt to equity ratio over the 
last several years. During the fiscal year, General 
Cinema increased its equity by approximately $14 
million and reduced its long-term debt by approxi¬ 
mately $9 million. As a result, its debt to equity ratio 
improved during the year to 0.65 to 1 from 0.87 
to 1 ini 975, The completion of a $30 million private 
placement of fifteen-year Senior Notes early in 
the fiscal year greatly improved our liquidity and 
spread our debt maturities. This financing also fixed 
the majority of our interest costs, thereby reducing 
the sensitivity of our earnings to changes in short¬ 
term interest rates. As a result of this financing and 
internally generated cash flow, General Cinema was 
able to completely pay off its intermediate term 
bank debt for the first time since 1968, when we 
began purchasing soft drink companies. 

As of October 31,1976, we renegotiated our bank 
lines and replaced the previous $30 million credit 
with a seven-year $20 million revolving credit agree¬ 
ment and a $15 million open bank line. Reflecting 
our improved capital structure and liquidity position, 
the interest rate was reduced to the bank’s prime 
rate. In addition, we were able to negotiate covenants 
which provide the Company with increased finan¬ 
cial flexibility. 



14 


1972 1973 1974 1975 1976 


During the year, net interest costs were $5,003,000 
down 12% from the prioryear. Pretax interest cover¬ 
age increased to 7.3 times from 6.0 times during 















the fiscal year. Total fixed charge coverage (includ¬ 
ing minimum lease payments) remained at 2,7 
times, the same as the prior year, primarily caused 
by the addition of new leased theatres. 

As of October 31,1976, General Cinema had $36 
million of intangibles on its balance sheet, up $4,6 
million from the prior year. All of this increase 
resulted from the consolidation of Coral Television. 
The remaining $31.5 million of intangibles relate 
to our major brand soft drink franchises. The current 
market value of these franchises greatly exceeds 
their book cost. 

As discussed elsewhere in this report, the Federal 
Trade Commission (FTC) has challenged the sales 
exclusivity, but not the production exclusivity, 
of major soft drink franchises. Although we cannot 
predict the eventual outcome of this complaint 
against the franchisors, we do not feel that the 
underlying value of our soft drinkfranchises would 
be impaired, since they would continue to be valu- 



“Even though we are a growth company and both divi¬ 
sions are growing rapidly, we need little additional capi¬ 
tal for working capital purposes to sustain this growth." 

From remarks by J. Atwood Ives, Senior Vice President- 
Finance, before New York Security Analysts, September 
15, 1976 


able earning assets. Therefore, even if the FTC 
prevailed we would not anticipate any material 
writedown of these intangibles. 

Both of the Company’s two major operating divi¬ 
sions require little additional working capital to 
finance their growth. The Theatre Division is a cash 
business with no accounts receivable and almost no 
inventories. The Beverage Division’s sales are 
almost entirely for cash or 30-day accounts with 
major food chains, and the business is operated with 
relatively low inventories. Additionally, as the Capi¬ 
tal Outlays Chart on page 16 indicates, existing 
theatres require little reinvestment of capital, and 
the existing beverage business typically requires 
capital expenditures in line with its depreciation. As 
a result, all of our corporate earnings and almost 
all of the Theatre Division’s depreciation are avail¬ 
able for expansion, the repayment of debt, dividends 
and other corporate purposes. 

On December 31, 1976, General Cinema acquired 
for $2,250,000 warrants to purchase 225,000 
shares of General Cinema common stock, which 
were issued in 1969 in conjunction with $20 million 
of Senior Subordinated Debt. Each warrant entitled 
the holder to purchase a share of common stock for 
$14.67 until January 31, 1979. As further considera¬ 
tion, we increased the interest rate on the Senior 
Subordinated Notes from 6% % to 9Y 2 % on the 
unpaid balance of these notes of $16.1 million. As 
a result of this transaction, based upon the New York 
Stock Exchange December31,1976 closing price 
for General Cinema’s common stock of $26,625, we 
reduced the common share equivalents by approxi¬ 
mately 100,000 shares. We have also removed the 
potential dilution of 225,000 shares, if the warrants 
had been exercised. 

Ever since General Cinema became a public com¬ 
pany in 1961, it has demonstrated its ability to 
expand its revenues, earnings and earnings per 
share. Over the last five years, revenues have grown 
at an annual compound growth rate of 13.5%, 
earnings 15.1 % and earnings per share 14.8%. 
During this five-year period, General Cinema has 
earned an above-average return on equity of 15.7%. 
We continued this tradition in 1976, and expect 
to do so in the years ahead. 
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Two-Year Analysis of Operations 


The information included in the Ten-Year Compari¬ 
son of financial highlights on pages 18 and 19 of 
this report indicates the growth of the Company over 
the last ten years. Certain matters that influenced 
operations for the last two years are discussed 
below. 

Consolidated 

Gross revenues increased $6,868,000, or 1.9% in 
fiscal 1976 and $58,933,000, or 19.7% in fiscal 1975. 
The revenue increase in fiscal 1976 was primarily 
due to volume increases in the Company's Beverage 
Division and the consolidation of the operating 
resuits of Coral Television for the last three quarters 
of fiscal 1976, which was previously accounted 
for as an investment held for sale. The revenue gains 
in 1975 were primarily due to large increases in 
the volume of business in both the Theatre and 
Beverage Divisions and general inflationary trends. 
Costs and expenses increased $4,716,000, or 1.5%, 


in fiscal 1976, and $50,679,000, or 18.6%, in fiscal 
1975. Consolidated costs and expenses increased 
primarily because of increases in Beverage Division 
volume in 1976 and large increases in volume in 
both divisions and general inflationary trends in 
1975. Income before extraordinary items 
increased $2,186,000, or 14.7%, in fiscal 1976 and 
$4,280,000, or 40.4%, in fiscal 1975. The increase in 
net income in fiscal 1976 was due to increased vol¬ 
ume, improved profitability of the Beverage Division, 
a reduction in corporate expenses, the consolida¬ 
tion of Coral Television and a lower tax rate, due 
primarily to a higher level of investment tax credits. 
The increase in net income in fiscal 1975 was due to 
large volume increases in both the Theatre and 
Beverage Divisions and improved profitability result¬ 
ing primarily from operating efficiencies. 

Theatre Division 

Theatre Division revenues decreased $11,615,000, 
or 6.5% in fiscal 1976, and increased $37,133,000, 
or 26% in fiscal 1975. Revenues decreased in fiscal 


Capitalization 


Capital 

Outlays 


(In minions of dollars) 


In millions of dollars) 


$159.6 


$164,5 



Total 

Long Term Debt 
Equity 


$36.6 



■ Total 
P~] Beverage 
Acquisitions 
I~1 New Theatres 
H Existing Beverage 
H Existing Theatres 


1972 1973 1974 1975 1976 


1972 1973 1974 1975 1976 
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1976 because of a significant reduction in attend¬ 
ance due to a lack of popular films. The revenue 
decrease in 1976 was accompanied by a decrease 
in costs and expenses of $6,601,000, or 4.1%, 
resulting in a decrease in operating income of 
$5,014,000, or 27.2%, for the Division. The operating 
margins declined because of a higher level of fixed 
costs attributable to a larger number of theatre 
units. In 1975, costs and expenses increased 
$33,802,000, or 26.5%, over 1974 levels because 
of the increase in volume. The margins declined to 
10,2% from 10.6% in 1974 attributable primarily to 
an increase in film rentals. 

Beverage Division 

Beverage Division revenues increased in both fiscal 
1976 and 1975 by 5.9% and 13.9% respectively. 

The revenue increase in 1976 was due to a 10.6% 
increase in physical volume, partly offset by a 
decline in the average per case selling price. The 
increase in 1975 was primarily due to price in¬ 
creases, as physical volume was approximately 


the same as in the prior year. Operating income 
increased $5,221,000, or 30.1 %, in 1976 and is 
reflective of tower ingredient costs, primarily sugar, 
and substantially improved operating efficiencies 
associated with the increased volume. Operating 
income increased $4,923,000, or 39.7% in 1975, 
because of improved operating efficiencies and 
higher prices. 

Television & Other 

Prior to the second quarter of fiscal 1976, Television 
operating results were not consolidated. Other 
activities, primarily real estate leases, were included 
in the 1975 Theatre Division operating results. 

Corporate 

The decrease in interest expense of $693,000 for 
1976 was attributable to a lower level of borrowing. 
The decrease of interest expense of $1,383,000 
in 1975 was due to a lower level of borrowing and 
lower short-term Interest rates. 


Revenues 


Book Value/ 
Per Share 


Per Share 
Earnings* 


(Jn millions of dollars) 



(In dollars) 


$18.02 



(In dollars) *Before extraordinary credits 


$3.04 
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Genera! Cinema Corporation and Subsidiaries 

Ten >Year Summary (Dollar amounts in thousands except Per Share Data,) 


Years ended October 31 


Revenues 

Theatre Division . 

Beverage Division. 

Television and Other. 

Total. 

Costs & Expenses 

Theatre Division . 

Beverage Division. 

Television and Other. 

Total. 

Operating Income _ 

Theatre Division . 

Beverage Division. 

Television and Other. 

Total. 

Corporate Expenses 

Interest. 

Administrative and Other. 

Income Before Taxes . 

Income Taxes . 

Income Before Extraordinary Items 
Net Income. 


1976 

1975 

1974 

$168,391 

188,935 

7,989 

$180,006 

178,441 

$142,873 

156,641 

365,315 

358,447 

299,514 

154,971 

166,379 

6,044 

161,572 

161,106 

127,770 

144,229 

327,394 

322,678 

271,999 

13,420 

22,556 

1,945 

18,434 

17,335 

15,103 

12,412 

37,921 

35,769 

27,515 

5,003 

1,528 

5,696 

1,755 

7,079 

845 

31,390 

14,335 

28,318 

13,449 

19,591 

9,002 

17,055 
$ 17,055 

14,869 
$ 14,869 

10,589 
$ 11,057 


Depreciation and Amortization. 

Capital Expenditures (Excluding 

$ 14,776 

$ 13,694 

$ 12,887 

New Theatres and Acquisitions) . 

14,682 

10,860 

10,404 

Total Assets. 

201,611 

203,487 

193,208 

Total Long-Term Debt. 

65,014 

74,050 

79,911 

Shareholders’ Equity. 

99,489 

85,574 

73,071 

Long-Term Debt to Shareholders’ Equity. 

0.65 to 1 

0.87 to 1 

1.09 to 1 

Number of Shares Outstanding* * *. 

5,603,415 

5,558,355 

5,497,808 

Per Share Data: 




Income Before Extraordinary Items. 

$ 3.04 

$ 2.68 

$ 1.93 

Net Income. 

3.04 

2.68 

2.01 

Dividends Paid . 

.575 

.465 

.41 

Book Value . 

18.02 

15.51 

13.29 


‘Analyses of capital expenditures prior to 1971 are not readily available. 

* ‘Comparable long-term debt balances prior to 1972 are not readily available 
due to acquisitions. 

‘"Weighted average number of shares and common share equivalents outstanding 
adjusted to reflect stock splits and stock dividends. 
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1967 


1973 


$117,121 

127,756 


244,877 


102,746 

119,316 


222,062 


14,375 

8,440 


22,815 


5,893 
866 
16,056 
7,210 
8,846 
$ 9,442 


$ 12,368 

10,683 
178,999 
81,496 
64,268 
1.27 to 1 
5,593,384 


$ 1.58 

1.69 
.34 
11.69 


1972 

1971 

1970 

$ 99,621 
120,385 

$ 80,183 
114,792 

$ 70,101 
108,757 

220,006 

194,975 

178,858 

85,964 

111,967 

68,062 

105,987 

59,048 

101,536 

197,931 

174,049 

160,584 

13,657 

8,418 

12,121 

8,805 

11,053 

7,221 

22,075 

20,926 

18,274 

4,396 

627 

4,179 

689 

4,314 

537 

17,052 

7,321 

16,058 

7,648 

13,423 

6,418 

9,731 
$ 10,349 

8,410 
$ 9,198 

7,005 
$ 7,015 


1969 1968 


$ 57,926 
85,964 

$54,294 

17,552 

$42,386 

143,890 

71,846 

42,386 

48,994 

79,393 

46,570 

15,033 

37,790 

128,387 

61,603 

37,790 

8,932 

6,571 

7,724 

2,519 

4,596 

15,503 

10,243 

4,596 

3,940 

597 

1,141 

429 

308 

451 

10,966 

5,396 

8,673 

4,080 

3,837 

1,647 

5,570 
$ 5,947 

4,593 
$ 4,988 

2,190 
$ 2,286 


$ 11,484 

$ 9,511 

$ 7,645 

$ 6,220 

$ 2,748 

$ 1,606 

11,735 

6,785 

* 

* 

* 

★ 

172,385 

138,782 

129,144 

109,790 

62,472 

29,876 

85,525 

* it 

* * 

* * 

it * 

* it 

56,360 

40,673 

34,457 

29,316 

18,692 

14,060 

1.52 to 1 

★ * 

* it 

★ ir 

★ ★ 

★ * 

5,574,210 

5,426,065 

5,375,941 

5,258,769 

4,869,150 

4,840,263 

$ 1.75 

$ 1.55 

$ 1.30 

$ 1.07 

$ .95 

$ .45 

1.86 

1.70 

1.30 

1.14 

1.03 

.47 

.32 

.28 

.23 

.17 

.13 

.12 

10.27 

7.76 

6.53 

5.55 

3.84 

2.91 
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General Cinema Corporation and Subsidiaries 


Consolidated Balance Sheet October 31 , 1 976 and 1975 


Assets 


Current Assets 

Cash . 

Short-term investments—At cost 

(approximates market). 

Notes and accounts receivable—Trade 
Net of allowance for doubtful accounts 
of $428 in 1976 and $382 in 1975.. 

Sundry deposits and receivables. 

Inventory (Note 2). 

Other current assets. 


Investments and Advances 

Unconsolidated affiliated companies— 

At underlying equity. 

Radio stations—At cost (Note 3). 

Television station—At cost (Note 4) .. 


Property, Plant and Equipment—At Cost 

Net of accumulated depreciation and amortization (Notes 5 and 7) 


Other Assets (Note 6) 


Franchises, Trademarks and Goodwill 
Principally beverage franchises 


(Dollar amounts in thousands) 
1976 1975 


$ 3,886 


11,633 
8,304 
9,162 
2,249 
35,234 


1,304 

7,170 


8,474 


97,226 


24,608 


36,069 


$201,611 


$ 10,853 

8,000 


9,810 

6,624 

10,067 

1,515 

46,869 


1,189 

9,034 

6,104 

16,327 


86,307 


22,489 


31,495 


$203,487 


See accompanying notes to the 







































(Dollar amounts in thousands) 

Liabilities 1976 1975 


Current Liabilities 

Long-term liabilities—Due within one year .... 

Accounts payable. 

Taxes payable. 

$ 3,600 
24,675 
4,690 

$ 3,498 

28,522 
9,478 


32,965 

41,498 

Deferred Federal Income Taxes. 

4,143 

2,365 

Long-Term Liabilities (Note 7) 

Long-term debt. 

Subordinated debt . 

49,852 

15,162 

57,852 

16,198 


65,014 

74,050 


102,122 

117,913 

Commitments and Contingencies (Note 9) 



Shareholders’ Equity 

(Note 8) 



Preferred Stock—$1.00 Par Value 

Authorized and unissued—1,000,000 shares. 

_ 


Common Stock—$1.00 Par Value 

Authorized—7,500,000 shares 

Issued—5,589,247 shares. 

5,589 

5,589 

Additional Paid-In Capital. 

11,845 

11 r 880 

Retained Earnings. 

84,489 

70,607 


101,923 

88,076 

Less: Treasury Stock—At Cost- 

67,789 shares in 1976 and 72,389 in 1975 . 

2,434 

2,502 


99,489 

85,574 


$201,611 

$203,487 


consolidated financial statements. 
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General Cinema Corporation and Subsidiaries 


Consolidated Statement of Income (Dollar amounts in thousands 

except for Per Share Data.) 


Years ended October 31, 


Revenues . 

Costs and Expenses 

Film, cost of sales, payroll and other costs 
Selling, operating and administrative ... 
Depreciation and amortization . 


Operating Income . 

Corporate Expenses 

Interest—Net . 

Administrative and other . .. 
Allowance for investment loss 


Income Before Provision for Income Taxes 

Provision for Income Taxes 

State . 

Federal . 


Net Income 


Net Income Per Share of Common Stock and 
Common Stock Equivalent (Note 8) . 


1976 


$365,315 


213,677 

98,941 

14,776 

327,394 


37,921 


5,003 

1,228 

300 

6,531 


31,390 


1,975 

12,360 

14,335 


$ 17,055 


$3.04 


1975 


$358,447 


223,795 

85,189 

13,694 

322,678 


35,769 


5,696 

955 

800 

7,451 


28,318 


1,644 

11,805 

13,449 


$ 14,869 


$ 2.68 


See accompanying notes to the consolidated financial statements. 
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General Cinema Corporation and Subsidiaries 


Divisional Statement Of Income (Dollar amounts in thousands) 


Television 

and 



Theatre Division 

Beverage Division 

Other 

Years ended October 31, 

1976 

1975 

1976 

1975 

1976 

Revenues . 

$168,391 

$180,006 

$188,935 

$178,441 

$ 7,989 

Costs and Expenses 

Film, cost of sales, payroll and 

other costs . 

Selling, operating and administrative . 
Depreciation and amortization. 

102,523 

47,695 

4,753 

111,939 

44,605 

5,028 

109,476 

47,454 

9,449 

111,856 
40,584 
8,666 

1,678 

3,792 

574 


154,971 

161,572 

166,379 

161,106 

6,044 

Operating Income. 

$ 13,420 

$ 18,434 

$ 22,556 

$ 17,335 

$ 1,945 


Consolidated Statement of Retained Earnings 


Years ended October 31, 


Retained Earnings—Beginning of Year 
Net income for the year. 

Cash dividends paid: 

1976—$.575 per share . 

1975—$.465 per share . 

Retained Earnings—End of Year. 


(Dollar amounts in 

1976 

$70,607 

17,055 

(3,173) 

$84,489 


thousands) 

1975 

$58,300 

14,869 


(2,562) 


$70,607 


See accompanying notes to the consolidated financial statements. 
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General Cinema Corporation and Subsidiaries 


Consolidated Statement of Changes in Financial Position (Dollar amounts in thousands) 


Years ended October 31, 


Sources of Working Capital 

Net income . 

Add: Expenses not requiring an outlay of working capital during 
the period— 

Depreciation and amortization . 

Amortization of intangible assets. 

Deferred Federal income taxes . 

Loss on disposition of property, leases and equipment .... 
Allowance for investment loss . 

Less: Equity in net income of unconsolidated affiliated 

companies. 

Working capital provided from operations . 

Proceeds from 11 % senior notes . 

Net proceeds from disposition of property, leases and equipment 

Net decrease in investments and advances . 

Other items—Net. 

Uses of Working Capital 

Purchase of property, plant and equipment—Net 

New locations and/or acquisitions . 

Existing locations or facilities. 

Purchase of franchises, trademarks and goodwill. 

Net decrease in long-term liabilities . 

Loans to furniture stores. 

Cash dividends . 

Other items—Net. 


Increase (Decrease) in Working Capital 


Analysis of Changes in Working Capital 
Increase (Decrease) 


Current Assets 

Cash . 

Short-term investments . 

Notes and accounts receivable—Trade 
Sundry deposits and receivables .... 

Inventory . 

Other current assets . 


Current Liabilities 

Long-term liabilities—Due within one year 

Accounts payable . 

Taxes payable. 


Increase (Decrease) in Working Capital 


1976 

1975 

$ 17,055 

$ 14,869 

14,776 

13,694 

312 

364 

1,218 

( 89 ) 

81 

1,775 

300 

800 

33,742 

31,413 

304 

374 

33,438 

31,039 

26,000 

— 

944 

1,109 

2,057 

190 

562 

— 

63,001 

32,338 

9,853 

8,209 

14,682 

10,589 

238 

1,884 

36,877 

5,861 

1,280 

500 

3,173 

2,562 

— 

1,154 

66,103 

30,759 

$( 3 , 102 ) 

$ 1,579 


$( 6 , 967 ) 

$ ( 249 ) 

( 8 , 000 ) 

8,000 

1,823 

( 433 ) 

1,680 

( 901 ) 

( 905 ) 

( 556 ) 

734 

( 307 ) 

( 11 , 635 ) 

5,554 

( 102 ) 

4,162 

3,847 

( 3 , 585 ) 

4,788 

( 4 , 552 ) 

8,533 

( 3 , 975 ) 

$( 3 , 102 ) 

$ 1,579 


See accompanying notes to the consolidated financial statements. 
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Genera! Cinema Corporation and Subsidiaries 


Notes to the Consolidated Financial Statements 


1. Summary of Significant Accounting Policies 

Principles of Consolidation—All wholly owned subsidiaries 
are included in the consolidated financial statements. A 
majority-owned television corporation, previously held for 
sale and carried at cost, is included in the consolidated finan¬ 
cial statements for the nine months ended October 31,1976. 
The effect on consolidated revenues and net income for 1975 
and the first quarter of 1976 is not material. AN intercompany 
accounts and transactions have been eliminated. Affiliated 
companies in which the Company owns a 50% interest have 
not been consolidated. The investment therein reflects the 
equity in the underlying net assets. 

Operations—Theatre Division: The Company operates motion 
picture theatres in thirty-seven states and the District of 
Columbia. Most of the theatre units are multi-screen and are 
located in shopping centers in metropolitan areas. The aggre¬ 
gate carrying amount of assets of the theatre division is 
$75,354,000. 

Beverage Division: The Company manufactures and distrib¬ 
utes Pepsi-Cola, Dr Pepper, Seven-Up and other carbonated 
beverages. The beverage business is conducted primarily 
under franchise agreements, and the production plants are 
located in eight states. The aggregate carrying amount of 
assets of the beverage division is $96,068,000. 

Other: The Company operates a television station in Florida 
and leases real estate in sixteen states. The fiscal 1975 
revenues, costs and operating income are not separately 
presented since they are not material. 

Inventory—Inventory is stated at the lower of cost or market. 
Cost is determined by the first-in, first-out method. Market 
represents the lower of replacement cost or estimated net 
realizable value. 

Depreciation and Amortization—The provision for deprecia¬ 
tion and amortization has been calculated on the straight-line 
method based upon the following estimated useful lives of the 
assets: 

Buildings and improvements 10-40 years 

Leasehold improvements Lesser of lease life or asset life 
Equipment and fixtures 6-20 years 

Delivery trucks and vending machines 3-8 years 

Returnable bottles and cases 3-4 years 

Property leased to others 8-25 years 

Unamortized Debt Discount—Unamortized debt discount is 
being amortized over fifteen years, the term of the applicable 
debt. 

Unamortized Leasehold Expense—Unamortized leasehold 
expense consists primarily of the amounts paid to acquire 
theatre leases. These expenses are amortized over the lease 
lives, not exceeding thirty-three years. 

Franchises, Trademarks and Goodwill—Franchises, trade¬ 
marks and goodwill generally are not being amortized, as 
management considers their value to be of a permanent 
nature. Management reviews these costs on a periodic basis, 
and an amortization program will be established if future 
events make such amortization appropriate. 


In accordance with promulgated accounting principles 
relating to acquisitions subsequent to October 31,1970, fran¬ 
chises, trademarks and goodwill in the amount of $8,196,000 
are being amortized by charges to income computed on the 
straight-line basis primarily over forty years. The amortization 
amounted to $184,000 in 1976 and $71,000 in 1975. 

Income Taxes—Consolidated Return—The Company and its 
subsidiaries file a consolidated Federal income tax return 
and, where practical, consolidated state tax returns. 

Investment Tax Credits—Investment credits are accounted 
for on the flow-through method whereby the benefit is 
reflected currently. Investment tax credits applied to reduce 
the provision for Federal income taxes were $1,657,000 in 
1976 and $860,000 in 1975. 

Deferred Federal Income Taxes—Depreciation is computed 
on the straight-line method for financial reporting and on an 
accelerated method, where practical, for Federal income tax 
purposes. The Incentive Share Plan, described in Note 9, 
results in certain charges to income that are not currently 
deductible. The tax deduction is obtained in the year of pay¬ 
ment, The net tax credits applicable to the aforementioned 
items are reflected on the consolidated balance sheet as 
"Deferred Federal Income Taxes". The provision for Federal 
income taxes in the consolidated statement of income 
includes a deferred income tax expense of $1 r 218,000 in 1976 
and a deferred income tax credit of $89,000 in 1975. 

2. inventory 


Inventory is composed of: 




1976 

1975 



(In thousands} 

Finished products . 

Materials and manufacturing 

$ 

3 t 567 

$ 3,830 

supplies . 


4,424 

5,053 

Refreshment inventory . 


1,171 

1,184 


$ 

9,162 

$ 10,067 

3. Investments and Advances—Radio Stations 


At Cost 




This is composed of: 


1976 

1975 



(In thousands) 

Radio stations: 

Convertible 8% preferred stock . . . 
Notes and loans receivable (interest 

$ 

598 

$ 250 

at Vz of 1 % above average prime) 


6,572 

8,784 


$_ 

7,170 

$ 9,034 


If the preferred stock were converted, it would result in the 
ownership of 80% of the outstanding common stock of the 
radio station corporation, Flowever, such conversion has not 
been requested. The Company has guaranteed obligations of 
this corporation at October 31,1976, in the approximate 
amount of $133,000. 

At October 31,1976, the approval of the license transfer and 
programming change of an FM station in Chicago, Illinois, 
acquired by the radio station corporation, was subject to 
further administrative proceedings before the Federal Com¬ 
munications Commission. 
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4. Investments and Advances—Television Station— 

At Cost 

The Company has an investment in common stock and loans 
to a 98.8%-owned corporation. The Company had initiated 
efforts to dispose of this asset in prior years, and accordingly 
the investment and advances therein were reflected at cost. 
During 1976, management terminated efforts to dispose of 
this station, and therefore it is included in the consolidated 
financial statements for the nine months ended October 31,1976, 

5. Property, Plant and Equipment—At Cost 

This is composed of: 

Reclassified 


1976 1975 



(In thousands) 

Land. 

$ 1,420 

$ 1,330 

Buildings and improvements . 

5,069 

4,785 

Leasehold improvements . 

48,317 

40,907 

Equipment and fixtures . 

38,621 

33,841 

Delivery trucks and vending 



machines . 

25,662 

25,372 

Returnable bottles and cases. 

26,473 

22,276 

Property leased to others . 

8,643 

9,390 

Capitalized lease (Note 7(c)) . 

241 

— 


154,446 

137,901 

Less: Accumulated depreciation 



and amortization . 

57,220 

51,594 


$ 97,226 

$ 86,307 


Assets with a book value of approximately $3,041,000 in 1976 
and $4,344,000 in 1975 have been pledged as collateral for 
indebtedness. 


6, Other Assets 


Other assets are composed of: 



1976 

1975 


(In thousands) 

Unamortized leasehold expense (a) 
Notes, loans and accounts 

$ 12,971 

$ 13,426 

receivable—Due after one year . . 
Subordinated notes—Furniture 

6,081 

6,096 

stores—Net of allowance (b) ... 

2,180 

1,200 

Executive loans (c) . 

524 

516 

Other . 

2,852 

1,251 


$ 24,608 

$ 22,489 


(a) Amortization of leasehold expense is included in depre¬ 
ciation and amortization expense and amounted to 
$1,026,000 in 1976 and $1,035,000 in 1975. 


Leaseholds and contracts with a book value of approx- 
innately $5,584,000 in 1976 and $3,844,000 in 1975 have 
been pledged as collateral for notes payable. 

(b) The Company has invested $3,280,000 in notes and loans 
to a corporation and its subsidiaries engaged in the opera¬ 
tion of five retail furniture warehouse stores. The initial 
investment was $500,000, consisting of the purchase of 
$300,000 of subordinated notes, convertible until 1988 
into 80% of the equity of the common stock of the parent 
corporation, and $200,000 of nonconvertible subordinated 
notes. The balance of the investment represents working 
capital loans. 

The Company has provided a charge against income of 
$300,000 in 1976 and $800,000 in 1975 as an allowance 
for loss on this investment and has not accrued unpaid 
interest of $243,000 in 1976 and $206,000 in 1975. 

The Company has guaranteed long-term real estate 
leases, expiring from 1980 to 2004, with minimum annual 


rentais of $982,000 and equipment leases, with minimum 
annual rentals of $58,000, expiring from 1979 to 1984. The 
Company has also guaranteed liabilities in the amount of 
$1,209,000. 

(c) The Company adopted a Key Executive Stock Purchase 
Loan Plan in 1975. Outstanding loans to a loan participant 
may not exceed 125% of base annual salary, interest is 
payable at a variable rate, not less than 5%, nor more 
than 12%. 

7. Long-Term Liabilities 

Long-term liabilities, excluding current maturities, are com¬ 
posed of the following: 


(Dollar amounts in thousands) 

1976 1975 



Amount Interest Rate 

Maturity 

Amount 

Unsecured 

Notes: 

Senior notes 

$30,000 

11% 

1979-1990 

$ - 

Revolving line 

12,000 

At prime 

1983 

42,000 

of credit (a) 
Senior sub¬ 

15,162 

6 7 /e % stated 

1977-1983 

16,198 

ordinated 
debt (b) 
Other notes 

2,352 

(8.1% effec¬ 
tive) 

Principally 

1977-1983 

11,197 

Collateralized 

Notes: 

Real estate 

1,352 

V 2 % above 
prime 

5-9 V 2 % 

1977-1993 

1,431 

Equipment 

489 

4.4-12 V 4 % 

1977-1981 

789 

Leases and 

3,466 

4—8% 

1977-1982 

2,435 

contracts 

Capitalized 

Lease Obliga¬ 
tion (c) 

193 

8% 

1977-1996 



$65,014 



$74,050 


(a) The revolving credit agreement dated as of October 31, 

1976 between the Company and severaf banks provides a 
maximum amount of credit of $20,000,000. The maximum 
amount of borrowing during the year under the former 
revolving line of credit was $42,000,000. Outstanding 
loans carry an annual interest at the prime rate increasing 
in 1978 by V* % and in 1980 by an additional Va %. The 
Company has agreed to maintain a compensating cash 
balance of 10% of the outstanding credit line and 10% of 
borrowings and to pay a commitment fee at an annual 
rate of V 2 % of the unused line of credit. 

The Company has an unused open line of credit with 
several banks in the maximum amount of $15,000,000. 
Outstanding loans are to carry an annual interest at the 
prime rate. The Company has agreed to maintain a com¬ 
pensating cash balance of 10% of the credit line and 10% 
of outstanding loans. 

(b) Pursuant to the agreement dated January 31, 1969, under 
which the Company's Senior Subordinated Notes were 
issued, the Company also issued stock purchase war¬ 
rants for the purchase of up to 225,000 shares of its com¬ 
mon stock. On December 14, 1976, the Company agreed 
to the repurchase of the warrants for $2,250,000 and to an 
increase in the interest rate on the outstanding senior 
subordinated debt to 9Y2%. These notes are subordinated 
to senior debt, The face amount of the notes is reflected 
net of unamortized discount of $938,000 in 1976 and 
$1,202,000 in 1975. 

(c) In September 1976, the County Commission of Putnam 
County, West Virginia authorized the issuance of its 
$2,225,000, 8% Industrial Development Revenue Bonds, 
maturing in semi annual installments to 1996. The funds 
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provided were for the construction of a beverage plant in 
Charleston, West Virginia. At October 31,1976, $240,882 
had been disbursed and the balance is held by a trustee. 
The Company leases the plant for an annual amount that 
is sufficient to pay the principal and interest on the bonds. 
The cost of the plant to date is included in property, plant 
and equipment as a capitalized lease. The Company has 
guaranteed the repayment of the bonds. 

See Note 8 for restriction on the payment of dividends and 
description of warrants. 

The aggregate maturities of all long-term liabilities and cap¬ 
italized lease obligations are as follows: 1977—$3,600,000; 

1978—$3,451,000; 1979-$2,939 I 000; 1980-$6,115,000; 

1981 —$5,791,000; thereafter-$46,718,000. 

8. Shareholders’ Equity 

Common Stock and Additional Paid-In Capital—A sum¬ 
mary of the changes in common stock and additional paid-in 
capital is as follows: 


Common Stock Additional 
$1.00 Par Value Paid-In 



Shares 

Amount 

Capital 



(In thousands) 

Balance—November 1, 1974 

5.589,247 

$5,589 

$11,966 

Excess of cost over pro¬ 




ceeds from the sale of 
treasury common stock 
on exercise of stock 
options (19,050 shares) 



(86) 

Balance—October 31, 1975 . 

5,589,247 

5,589 

11,880 

Excess of cost over pro¬ 




ceeds from the sale of 
treasury common stock 
on exercise of stock 
options (4,600 shares) 



(35) 

Balance—October 31, 1976 . 

5,589,247 

$5,589 

$11,845 


Treasury Stock—A summary of the activity in treasury stock is 
as follows: 



Shares 

Amount 


(In thousands) 

Balance—November 1, 1974 . 

91,439 

$2,784 

Treasury shares sold in con¬ 
nection with exercise of 



stock options. 

19,050 

282 

Balance—October 31,1975 . 

72,389 

2,502 

Treasury shares sold in con¬ 
nection with exercise of 



stock options. 

4,600 

68 

Balance—October 31, 1976 . 

67,789 

$2,434 


Outstanding at October 31, 1976 are (A) non-qualified stock 
options, exercisable through 1984, to purchase 2,500 shares 
of the Company’s common stock at $4.55 per share, and 
(8) 225,000 warrants that are exercisable until January 31, 

1979 at $14,67 per share. As explained in Note 7, the Company 
agreed to repurchase these warrants on December 14, 1976. 

On September 17, 1976, the Board of Directors of the Com¬ 
pany, subject to shareholders' approval, adopted a stock 
option plan for eligible employees. The aggregate number of 
shares for which options may be granted under this plan is 
250,000 shares. The plan is to be administered by a Stock 
Option Committee that shall have complete discretion in 
administering the plan including the acceptance of the sur¬ 
render of exercisable options and authorizing of payment in 
cash or stock to the optionee in an amount equal to the 
appreciated value of the stock covered by the option. How¬ 
ever, the option price cannot be less than 100% of the fair 
market value of such share on the date the option is granted 
or less than par value of such share. 

At October 31,1976, no options have been granted under this 
plan although they may be granted, but may not be exer¬ 
cisable in advance of approval by an affirmative vote of the 
holders of a majority of the shares of the Corporation. All 
rights to options granted under the plan expire not later than 
ten years from the date on which the option is granted. 

There are 521,400 common shares reserved for issuance upon 
the exercise of stock options and warrants at October 31,1976. 

Restriction on Payment of Dividends—Among other restric¬ 
tions, certain loan agreements include limitations on the 
redemption of the Company’s capital stock and the payment 
of dividends other than stock dividends. At October 31,1976, 

$12,500,000 of consolidated retained earnings were avail¬ 
able for dividends. 

income Per Share of Common Stock and Common Stock 
Equivalent—Income per share is based upon 5,603,415 
shares in 1976 and 5,558,355 shares in 1975, the weighted 
average number of common shares and common share 
equivalents outstanding during each year, assuming that 
proceeds from the exercise of warrants and options would be 
used to purchase common stock. 

Income per share of common stock and common slock 
equivalent assuming full dilution has not been presented 
because the dilutive effect is not material. 

9. Commitments and Contingencies 

Leases—The Company’s long-term leases generally provide 
that the Company will pay real estate taxes and other ex¬ 
penses and, in certain cases, additional rentals based on 
revenue. The rent expense consists of: 

1976 1975 

(In thousands) 


Common Stock Options and Warrants—The Company's 
qualified stock option plan expired on February 28, 1974. 

Stock options presently outstanding were granted at prices 
varying from $10.38 to $32.00 per share and are exercisable 
in equal annual installments over a period of five years from 
the date of grant with the right of cumulation. 

Changes in the outstanding options are summarized below: 

1976 1975 


Basic rent. 

Real estate taxes 
Additional rent . 


$ 19,740 
2,678 
2,144 


$ 24,562 


$ 16,280 
2,209 
3,482 


$ 21,971 


The leases are primarily real estate leases and provide for 
minimum annual rentals of $20,028,000 at October 31,1976. 
Unless the Company exercises its renewal options, the leases 
will expire as follows: 


Options outstanding—Beginning 
of year . 

Less: Options exercised . 

Options cancelled . 

Options outstanding—End of year 


50,375 

2,100 

4,375 

6,475 

43,900 


72,950 

14,050 

8,525 

22,575 

50,375 


1977 . $333,000 1982-1986 .. $4,514,000 

1978 . 402,000 1987-1991 . . 3,815,000 

1979 . 364,000 1992-1996 . . 6,163,000 

1980 . 521,000 Subsequent . 2,974,000 

1981 . 942,000 


Some of the Company's leases for property and equipment 
are financing leases, as defined by Accounting Series Release 
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No. 147 issued by the Securities and Exchange Commis¬ 
sion. Information concerning these leases is as follows: 

1. These leases are primarily for beverage bottling plants and 
major bottling equipment. They provide for minimum 
annual rentals of $4,037,000 and, unless the Company 
exercises its renewal options, will expire as follows: 


1977 . 

... $150,000 

1981 . 

$ 828,000 

1978 . 

205,000 

1982-1986 . . 

81,000 

1979 . 

167,000 

1987-1991 . . 

1,869,000 

1980 . 

404,000 

Subsequent . 

333,000 


2. Rent expense, consisting principally of basic rent pay¬ 
ments, was $3,640,000 in 1976 and $2,725,000 in 1975. 


3. The present value of the minimum iease commitments, 
based upon a weighted average interest rate of 8.1%, was 
approximately $23,100,000 at October 31, 1976 and 

$18,500,000 at October 31, 1975. 

4. If these leases were capitalized, related assets were amor¬ 
tized on a straight-line basis and interest cost was accrued 
on the basis of the outstanding lease liability, the impact on 
net income would be less than 1.3% of the average net 
income for the most recent three years. 

5. The Company has options to purchase most of the property 
subject to these leases. The first year a purchase option 
may be exercised is 1979. 

Film Financing—The Company has entered into joint ventures 
that have an equity participation in and that finance inde¬ 
pendently produced motion pictures. The Company generally 
provides the venture with a film rental guarantee in an amount 
sufficient to repay up to 50% of the bank obligations incurred 
in the production of each film. A film financing credit agree¬ 
ment dated as of October 31, 1976, between the Company and 
several banks provides a maximum amount of credit to 
Approved Film Borrowers in the amount of $20,000,000 until 
November 15,1983, 

At October 31,1976, the banks have loaned $12,000,000 to 
Approved Film Borrowers for the production of seven motion 
pictures. 

Pension Plans—The Company has noncontributory retire¬ 
ment plans for certain employees not covered by other plans. 
For these pension plans the charge against income for 1976 
and 1975 was $556,000 and $619,000 respectively. The 
estimated liability for past service is approximately $2,966,000 
and is being funded over periods ranging up to thirty years. 

The actuarially computed vested benefits under two plans 
exceed the assets by $389,000. 


Auditors’ Report 


Incentive Share Plan—Pursuant to an Incentive Share Plan 
adopted by the Board of Directors and approved by the 
shareholders, the Company has provided a charge against 
income of $87,000 in 1976 and $849,000 in 1975. Up to fifty 
percent of an award may be payable in cash rateably over 
five years, and the balance is credited to an Equivalent Share 
Unit Account for the employee’s benefit to be redeemed after 
three years at the rate of 20% per year. 

Guaranties and Pledge—In connection with a 1969 agree¬ 
ment concerning the sale and leaseback of four beverage 
plants, the Company guaranteed notes payable of the lessor 
in the amount of $3,000,000 and pledged the common stock 
of three beverage subsidiaries as collateral for the lease. 

The Company has guaranteed leases for several 50%-owned 
affiliated companies. The minimum annual rent under these 
leases is $407,000. 

Divestiture—In 1973, the Company entered into a Consent 
Decree pursuant to which it agreed to divest itself of the 
leases and operating assets of ten theatres in Minnesota. 
During 1976, the Company repossessed eight theatres 
because the sublessee defaulted on his obligations. The ulti¬ 
mate disposition of these theatres is not now determinable. 

Federal Income Tax Examination—During the current year, 
the Internal Revenue Service completed the examination of 
the consolidated Federal income tax return for the fiscal year 
1973. The IRS has proposed adjustments to taxable income, 
and the Company has filed a protest contesting certain of 
these adjustments. Management is of the opinion that any 
adjustment that may ultimately be determined will not have a 
material effect on the financial position or results of opera¬ 
tions of the Company. 

Franchise Agreements—During 1971, the Federal Trade 
Commission issued complaints against seven major soft-drink 
companies, including three franchisors of the Company, and 
has proposed orders which would prohibit the franchisors 
from attempting to enforce territorial and other restrictions in 
the sale of their products. During 1975, the administrative law 
judge hearing the case ruled in favor of the major franchisors 
upholding the exclusivity of marketing areas. The Federal 
Trade Commission is appealing this decision. 

Litigation—The Company andits subsidiaries are parties to 
several law suits arising from their operations. Management is 
of the opinion that the outcome of these suits will not have a 
material effect on the Company's consolidated financial 
position or results of operations. 


ing records and such other auditing procedures as we con¬ 
sidered necessary in the circumstances. 


BOARD OF DIRECTORS AND SHAREHOLDERS 
GENERAL CINEMA CORPORATION 


We have examined the consolidated balance sheet of 
GENERAL CINEMA CORPORATION AND SUBSIDIARIES at 
October 31,1976 and 1975 and the related consolidated 
statements of income, retained earnings and changes in 
financial position for the years then ended. Our examinations 
were made in accordance with generally accepted auditing 
standards and accordingly included such tests of the account¬ 


In our opinion, these financial statements present fairly the 
consolidated financial position of GENERAL CINEMA 
CORPORATION AND SUBSIDIARIES at October 31,1976 and 
1975 and the consolidated results of their operations and the 
changes in financial position for the years then ended, in 
conformity with generally accepted accounting principles 
applied on a consistent basis, 

J. K. Lasser & Company 

Boston, Massachusetts 
December 29, 1976 
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